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Ideas From Leading Experts in Financial Planning
Trendwatch
You can help your clients protect
their assets and reduce their estate
taxes with second-to-die policies.
These have become increasingly popu
lar because of (1) low premium cost
based on the blending of the husband
and wife’s age, sex and underwriting
classes, and (2) the unlimited marital
deduction deferring estate tax due until
the surviving spouse dies. Second-to-die
insurance policies are designed to
preserve the estate’s value by providing
cash directly to the heirs to pay for the
estate taxes. Because death benefits and
cash values belong to the policyowner, it
is essential to make the heirs, not the
estate, the owner of the policy. Your
clients can consider anyone with an
insurable interest as a policyholder/
owner/beneficiary. When the surviving
spouse dies, the policyholder/ benefi
ciary receives the death proceeds
tax-free and the client’s smaller estate
reduces the estate tax bill. Source:
Stanger’s Investment Advisor, May 1991,
pp.70-75.

A discretionary support trust can
help parents of a disabled child
provide for their child and avoid
losing governmental assistance.
Ideally, a trust that parents establish to
provide protection and financial security
for their disabled child’s life after their
deaths should not disqualify the child
from government assistance. However,
depending on the state’s rules of
eligibility, a child’s support trust could
disqualify the child from government
assistance. Generally, assets, including
those held in trust, or income available
to the disabled child will disqualify that
Continued on Page 2

Low-Load Insurance:
Seeing Through the
Insurance Industry’s
Smoke Screen
By Wayne G. Mace
Wayne G. Mace, Marketing Director,
Direct Marketing Insurance, Englewood,
Co., makes a casefor low-load insurance.
Direct Marketing Insurance markets the
Ameritas Low-Load Life Series in the
United Statesfor Ameritas Life Insurance
Corporation.

Consumers might not be aware that
most life insurance premiums include
hidden significant add-on costs. In fact,
the sales and marketing expenses of life
insurance sold by commissioned agents
typically cost consumers 80-160% of the
first year’s premium. Commissions for the
second and subsequent years of 5%-10%
may also be factored into each premium.
Commissions and marketing
expenses built directly into life insurance
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premiums can increase dramatically the
policyholder’s acquisition cost and can
make a substantial difference to the pol
icy’s investment performance. As a result
of these high selling expenses, the cash
surrender value available in the early
policy years is either reduced or elimi
nated to protect the insurance company.
Continued on Page 6

Fifth Annual PFP Technical Conference
Taking Action: the Art of Implementation
Come to the Sunshine State and fine
tune your PFP skills at one of the largest
financial planning conferences in the
country. The PFP Division has assembled
a team of nationally recognized experts in
personal financial planning to share with
you their experiences and the most up-todate information necessary to conduct
financial planning engagements. Paul
Merriman, Roger Gibson, Jonathon
Blattmachr, and perennial favorites, such
as Lawrence Johnston and Michael
Friedman, lead an all-star cast of qualified
speakers.

AICPA

Enhanced, Advanced Sessions
All sessions are at an advanced level, in
a three-day format. Because of our constant
dedication to the needs and concerns of
conference attendees, we have expanded
the program by adding new features and
enhancing existing ones. For example, you
can network with other CPAs from similarly
sized firms and learn how their firms oper
ate their PFP practices at the newly created
“Experience Exchange.” This year, to help
ensure you can attend the session you most
Continued on Page 4

THE PLANNER
Anti-Estate Freeze Provisions Replaced with Revised
Gift Valuation Rules — Part II

Trendwatch

By William J. Goldberg and
Rick J. Taylor

Continuedfrom Page 1
child. But in some states, a properly
structured discretionary support trust can
avoid that problem. A discretionary sup
port trust provides that the intent of the
trust is to support the beneficiary, but it
also gives the trustee the discretion to
determine the extent of the support. The
trust instrument should set forth guide
lines for the trustee to follow. It is
essential that the trust’s terms direct the
trustee to supplement rather than sup
plant government assistance programs.
Source: Best’s Review: Life / Health
Insurance Edition, February, 1991, pp.
75-76 & 90.

Lead trusts are becoming popular.
Since the enactment of the Revenue
Reconciliation Act of 1990, the ability to
establish a charitable lead annuity trust
or unitrust in which the remainder has
an actuarial value of zero has taken
on greater importance. The new law
generally requires that to have value for
gift tax purposes, a retained interest in a
trust must be structured as an annuity or
unitrust interest. By selecting the proper
combination of payout percentage and
trust term, a lead trust can be structured
to produce a charitable income, gift or
estate tax deduction of 100% of the
amount transferred. At the same time,
the trust should be structured to exempt
the principal distribution at the expira
tion of the charitable trust from the
generation-skipping transfer tax
(GSTT). Remember, if the GSTT is an
issue, you should consider a unitrust
because it is easier to calculate GSTT.
Estate Planning, March/April, 1991, pp.
102-107. ♦

William J. Goldberg, CPA/APFS, Partner
and National Director ofPFP, KPMG Peat
Marwick, Houston, TX, and Rick Taylor,
CPA, Senior Manager, KPMG Peat
Marwick’s National Tax Practice,
Washington, D.C., conclude their dis
cussion of the new modified gift tax
valuation rules.

Part I of this article, in the February/
March edition of The Planner, covered the
new tax rules altering the valuation of
transfers of certain interests in corpora
tions and partnerships among family
members. The balance of this article cov
ers the valuation of transfers of interests in
trust, buy-sell agreements, lapsing rights
and liquidation restrictions.These rules
found in Sections 2701-2704 of the
Internal Revenue Code were enacted by
the Revenue Reconciliation Act of 1990 in
November, 1990.

Transfers in Trust
When transfers (other than transfers of
personal residences) are made in trust,
the retained or income interest is valued
at zero unless the interest is a qualified
interest: a right to receive fixed payments
or a fixed percentage of the trust’s prop
erty, payable at least annually. The right
to payments is valued at the discount
rate currently used to value charitable
transfers.
EXAMPLE: Mother transfers $2 million
in trust retaining a 20-year income
interest in the trust payable at the trustee’s
discretion with the remainderpayable to
her children. Because Mother retains
an interest in the trust which is not quali
fied, the gift to the children is valued at
$2 million (i.e., the retained interest is
valued at zero).

If, however, Mother retains the right to
receive $50,000peryearfor 20 years, her
interest is qualified and the value of the
gift, based on a 10.6% AFR is $1,591,190
computed asfollows:
Transferred to Trust:
$2,000,000
Value of Retained
Interest:
Annuity Payment
$50,000
Present Value Annuity
Factor From Table B
(IRS Pub. 1457)
x 8.1762
Less Value of Retained
Interest:
($408,810)
Value of Gift:
$1,591,190

Joint Purchases of Property
A joint purchase of property (other
than a personal residence) that establishes
a term interest and a remainder interest is
treated as an acquisition of the entire
property by the holder of the term inter
est, followed, at the end of the term, by a
transfer of the remainder interest. As a
result, the purchaser of a term interest is
treated as making a gift of the entire
property to the remainder owner. The
value of the gift is the purchase price of
the property less any consideration the
remainder owner paid.
EXAMPLE: In a purchase from an
unrelated party, Father acquires a
nonqualified life interest and Son
acquires a remainder interest in an office
building. Father pays $8 million for his
life interest while Son, from his own funds,
pays $1.6 million for the remainder
interest. Father is treated as acquiring the
entire property for $9.6 million and
transferring the remainder interest to Son
for $1.6 million. Because the retained
interest is a nonqualified interest, the
value ofFather’s retained interest is zero.
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Thus, father is treated as making an
$8 million gift to Son ($9.6 million
purchase price less $1.6 million contribu
tion). On the other hand, if the retained
interest is a qualified interest, its value
is determined by reference to applicable
IRS actuarial tables.

Buy-Sell Agreements
In buy-sell agreements, the value of
the underlying property generally is
determined without regard to any option,
agreement or other right to acquire or use
the property for a consideration of less
than fair market value. In addition, any
restrictions on the right to sell or use the
property, other than bona fide business
arrangements whose terms are compara
ble to similar arrangements entered
into in arm's-length transactions, will not
be considered. These requirements apply
to any restriction implicit in the capital
structure of the partnership or con
tained in a partnership or shareholder’s
agreement, articles of incorporation, or
corporate bylaws.
Lapsing Rights and
Liquidation Restrictions
The value of property for lapsing
rights and liquidation restrictions is deter
mined without regard to any restriction,
other than a restriction which by its terms
will never lapse. Any right to the property
otherwise includable in the decedent’s

gross estate, that effectively lapses on the
decedent’s death will, when valuing the
property in the estate, be deemed exercis
able by the estate and includable in the
taxable estate. In addition, the lapse of a
voting or liquidation right in a familycontrolled corporation or partnership
results in a taxable gift or inclusion of the
right in the decedent's gross estate. The
value of the transfer is the value of all
interests in the entity held by the trans
feror immediately before the lapse less
the value of the interests immediately after
the lapse.

Extension of Gift Tax
Statute of Limitations
To aid the Internal Revenue Service in
enforcing these new valuation rules, the
gift tax statute of limitations will not expire
on an undisclosed or inadequately dis
closed transfer, even though a gift tax
return is filed for other transfers in the
year in which the transfer occurs.

Effective Date
The new rules generally are effective
for transfers and agreements entered into
or modified substantially after October 8,
1990. For a transfer before October 9,
1990, any failure to pay dividends, or
exercise a conversion or other right is not
a subsequent transfer. The rules on expi
ration of the statute of limitation apply to
gifts made after October 8, 1990. ♦

$500 Prize
Write for The Planner
and Demonstrate
Your Expertise
You can demonstrate your techni
cal expertise and your knowledge of
PFP practice issues. We invite you to
submit manuscripts to The Planner. At
the end of 1991, we will award a $500
prize, free admittance to the 1992 PFP
Technical Conference and a handsome
plaque to the author of the article
judged best by an Editorial Review
Group consisting of PFP Committee
members and members of The
Planner's staff. The winning article
must be timely and well-written and
must demonstrate the author’s techni
cal expertise. Members of the Review
Group are not eligible.
The winner will be announced at
next year’s Personal Financial Planning
Conference.
For manuscript requirements and
other information, please call the
AICPA at 212-575-6588. ♦

PFP Marketing Materials: The Key to Increased Profitability
How often have you heard a client say,
“I didn’t know you provide PFP services.”?
You may have heard this too often. If so,
you probably need to inform your current
clients about your PFP services. Marketing
is an essential ingredient to increased
profitability. You can get the word out
effectively and economically by using PFP
marketing materials developed by the
AICPA Communications Division.
For direct mailing campaigns, consider
sending brochures from the series, A
Consumer Guide, described below. These
six-panel brochures encourage consumers
with financial planning needs to seek
advice from their CPAs. Space is provided
for firms to imprint their names on the back
panel. For seminars, consider one of several
15-20-minute detailed speeches covering
various PFP topics also described below.

Consumer Guide Series
Personal Finances: Managing through
an Economic Downturn focuses on sur
viving an economic downturn. Provides
tips on reducing debt, cutting back on
spending, planning for retirement and
deducting job hunting expenses. Stresses
the importance of establishing a nest egg
in case of financial emergencies. No.
890544... $17/100 (Not subject to price
increase after August 1.)
Managing Credit: Avoiding the Debt
Trap focuses on how to manage credit.
Provides tips on using credit wisely, staying
out of debt, controlling credit cards,
and protecting against credit card fraud.
No. 890820...$15/100
Estate Planning: Protecting Your Family
explains the basics of planning for the trans
fer of property upon death. Emphasizes

AICPA

the importance of a will and outlines the
responsibilities of the executor. Describes
some tax considerations that clients should
be aware of to minimize their estate taxes
and maximize the inheritance left to their
heirs. No. 890819...$15/100
Saving for College: Easing the
Financial Burden focuses on investment
options to consider when saving for a
child’s college education. Covers invest
ment options appropriate for children
under and over age 14, explains how the
“kiddie tax” influences savings strategy,
and stresses the importance of early plan
ning. No. 890818... $15/100
Retirement Planning: Achieving
Financial Security for Your Future
focuses on planning and budgeting for
Continued on Page 4
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Fifth Annual PFP Technical Conference
Continuedfrom Page 1
want to hear, we will repeat most concur
rent sessions. We will again hold the
practitioners’ roundtable according to
functional areas.

Where and When
Mark the dates on your calendar:
January
13-15,
1992,
(MondayWednesday). At the beautiful Walt Disney
World Swan Resort in Orlando, FL, you can
take part in all that Disney World has to
offer, enjoy the hotel’s amenities and view
the beautiful scenic sights! In addition, the
division will sponsor its annual golf and
tennis tournaments, and “fun run/walk.”
Also you can sit for the APFS examination
on January 12.

Special Early Bird Savings
Save money by registering early!
Because so many attendees took advan
tage of the “Early Bird” registration last year,
we are pleased to offer it again. The rate is
$495 to division members who register
before September 1, 1991. The regular

registration fee is $595 for division mem
bers and $710 for nondivision members.
Complete the registration form in the The
Planner, choose the sessions you want to
attend, and mail the form to the AICPA
today. Hurry, space is limited.

Registration Fee
The registration fee covers all sessions,
conference materials, coffee breaks, three
continental breakfasts, two luncheons and
a reception. Other meals are not included
in the registration fee. The spouse/guest
fee of $45 covers planned activities,
including a breakfast, a reception, and a
PFP orientation seminar.

Cancellation Policy
Full refunds will be issued provided
written cancellation requests are received
by December 23, 1991. Written requests
received after December 23, 1991, but
before January 6, 1992, will be charged a
$25 administration fee. Due to financial
obligations incurred by the AICPA, no
refunds will be issued on cancellation
requests received after January 6,1992. The

AICPA is not responsible for checks or
letters lost in the mail.

Hotel Information
Registration fees do not include hotel
rooms. For reservations, contact the hotel
directly.
After December 13,1991, rooms will be
reserved on a space-available basis only.
Remember to mention that you are attend
ing the AICPA 1992 Personal Financial
Planning Technical Conference to secure
our group rate.

Hotel Reservation Cut-Off Date:
December 13, 1991
Walt Disney World Swan Resort
1200 Epcot Resort Boulevard
Lake Buena Vista, Florida 32830
(407) 934-3000
Single:
$145
Double:
$145

Airline Information
Discounted fares will be announced in
the conference brochure, which will be sent
to you in September. ♦

The Key to Increased Profitability
Continuedfrom Page 3

retirement years. Explores issues such as:
where retirement income will come from,
how much money will be needed, when to
retire and more. No. 890803..$15/100

Speeches
Speeches described below are
designed for delivery to civic and commu
nity groups or clients and eliminate the
need to write a speech from scratch.
Dealing with a Financial Downturn
concentrates on personal financial
planning during an economic downturn.
Focuses on creating a safety net for
your client’s family, using credit wisely,
developing an appropriate investment
strategy, planning for retirement and saving
for a child’s college education. No. 890562
...$4.00 (Not subject to price increase
after August 1.)
Control Your Credit before It Controls
You provides information for consumers to
consider when choosing a credit card.
Offers tips on how to use credit wisely and
advice on avoiding credit card fraud. Also,
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explains how to reduce current debt and
stresses the importance of understanding
how credit works and how it should be
used. No. 890561...$3.50
Estate Planning Tips for Individuals
focuses on how careful planning
can minimize the tax burden for heirs. Also
touches on the importance of estate plan
ning in non-financial areas, such as selecting
a child’s guardian. No. 890560...$3.50
Achieving Financial Securityfor Your
Retirement Years concentrates on plan
ning and budgeting for retirement years.
Stresses the importance of early retirement
planning and explores questions that
pertain to retirement. No. 890630...$3.50
Planning and Saving for Your Child’s
College Years concentrates on planning and
saving for a child's college education.
Investment options to consider for children
under and over age 14, are explored in
depth. Also discusses the “kiddie tax”,
income shifting, and how to estimate
college costs. No. 890822...$3.50

Others
Guide to Finding a Personal Financial

AICPA

Planner promotes CPAs as providers of
PFP services. Offers consumers guidance
on choosing a CPA financial planner.
No. 017101...$10/50
Financial Planning in a Complex
World is a 30-minute slide presentation
showing an overview of financial planning
from a CPA’s perspective. It includes 40
slides and a script. No. 015203... $125 for
the first set; $65 for each additional set
(20% member discount applicable).
Don’t wait to order these brochures or
speeches. In addition to increasing prof
itability in your PFP practice, effective
August 1, 1991, the price of all brochures
in the Consumer Guide series will be
increased to $17 per 100 copies and the
price of all speeches will be increased to
$4.00, except where noted. All speeches
must be prepaid.
To order these products, call the
AICPA Order Department at 1-800-3346961 (USA), or 1-800-248-0445 (NY), and
request the appropriate product numbers.
You can also write to the AICPA Order
Department at: PO Box 1003, New York,
NY, 10108-1003. ♦

The PFP Division of the AICPA
Presents
THE FIFTH ANNUAL PFP TECHNICAL CONFERENCE

Taking Action:
The Art of Implementation
JANUARY 13-15, 1992

□ Learn how you can help your clients carry
out their financial plans
□ Keep current by attending advanced,
technical sessions on the latest proven
strategies in PFP
□ Hear some of the finest and best known
leading experts in PFP
□ Network with your colleagues

□ Discover how other CPA financial planners
operate profitably and effectively their
practices at the newly created Experience
Exchange seminar

□ Share ideas to solve your practice
problems with your colleagues at
topical roundtables
□ Earn up to 19 CPE Credit Hours
□ Sit for the APFS exam on January 12
□ Network with other APFS designees
at the Annual APFS Breakfast (limited to
APFS designees)
□ Discover new products and services
at exhibitors’ booths
□ Visit Disney World

Relax and renew friendships while you learn!

EARLY BIRD SPECIAL!
Use this flier to receive
the special Early Bird Discount
Save money! Register early! The rate is $495 for Division members and APFS designees
who register before September 1, 1991. That’s a $100 saving over the regular registration fee of $595.

INSTRUCTIONS
Simply fill out the form on the reverse side
and return this flier with your check or money
order to the AICPA. Be sure to check one
topic in each concurrent session.

Return this flier to:

AICPA Meetings Registration
P.O. Box 1008
New York, NY 10108-1008

For more information call 1-800-966-PFP9

The PFP Division of the AICPA Presents
THE FIFTH ANNUAL PFP TECHNICAL CONFERENCE

Taking Action: The Art of Implementation
JANUARY 13-15, 1992
REGISTRATION FORM

Mail to:

Please register me for the 1992 Personal Financial Planning
Technical Conference, and send me the detailed brochure.

AICPA Meetings Registration
P.O. Box 1008
New York, NY 10108-1008

Bates #(AICPA use)

□ M1
Registrant’s Last Name

First

Ml

$495 - Early Bird Registration Fee for PFP Division Members
and APFS designees (through 9/1/91)

Nickname

□ M2 $595 - Registration

Fee for PFP Division Members and APFS

designees (after 9/1/91)

Firm or Affiliation

□ M3 $710 - Registration
Street Address

□ 81

Fee for other AICPA Members

$100 - PFP Golf Tournament (1/12/92)

□ 82 $45 - PFP Tennis Tournament (1/12/92)

P.O. Box

□ 83 NO CHARGE - PFP
City

State

Total Amount Enclosed

Business Telephone Number

□ G1

zip

Fun Run/Walk (1/14/92)

$45 - Spouse/Guest Fee

□ 01

Check this box if this is the 1st year you are attending the PFP
Technical Conference

□ 02 Check this box if you are an APFS designee
Guest/Spouse Last Name

First

Ml

□ 03 Check this box if you plan to attend the APFS Breakfast on
January 13. (Limited only to APFS designees)

Nickname

Check the box applicable to your firm size

Name and Telephone No. of Individual to Contact in an Emergency

□ 04 sole practitioner

My check for $--------------------------------- payable to the AICPA
is enclosed. (Full payment must accompany registration.)

CONCURRENT SESSIONS

(Please select one from each time period)

Monday, January 13, 1992
□
□
□
□

11
12
13
14

10:10AM - 11:50AM
Real Estate: When Should It Be in Your Client’s Portfolio?
Using Advanced Estate Planning Strategies
Investment Aspects of Insurance
Asset Allocation: Designing and Implementing a Diversified
Investment Strategy

1:20PM-3:00PM
□ 21 The New Wave of Employee Benefits
□ 22 Using Economic Cycles to Your Advantage in Investment Planning
□ 23 Real Estate: When Should It Be in Your Client’s Portfolio?
(Repeat of Session #11)
□ 24 Using Advanced Estate Planning Strategies
(Repeat of Session #12)
3:20PM-5:00PM
□ 31 10 Commandments to Building, Managing and Evaluating
a Mutual Fund Portfolio
□ 32 What’s Hot and What’s Not in Retirement Planning
□ 33 Investment Aspects of Insurance (Repeat of Session #13)
□ 34 Asset Allocation: Designing and Implementing a Diversified
Investment Strategy (Repeat of Session #14)

□ 05 small
(2-10 partners)

□ 06 medium
(11-50 partners)
□ 07 large
(over 50 partners)

8:00AM - 9:40AM
PRACTITIONERS’ ROUNDTABLE I (CONT.)

□
□

43 Hot Tips for the'90s: Building and Expanding A Successful
PFP Practice
44 Legislation and Regulation Issues Affecting CPA Financial Planners

10:05AM-11:45AM
PRACTITIONERS’ ROUNDTABLE II

□
□
□
□

51
52
53
54

Investment Planning (Repeat of Session #41)
Planning for the Closely Held Business Owner
Marketing Your PFP Practice
Helping Your Clients Through Employment Crises

1:45PM-3:25PM
□ 61 The New Wave of Employee Benefits (Repeat of Session #21)
□ 62 Using Economic Cycles to Your Advantage in Investment Planning
(Repeat of Session #22)
□ 63 10 Commandments to Building, Managing and Evaluating
a Mutual Fund Portfolio (Repeat of Session #31)
□ 64 What’s Hot and What’s Not in Retirement Planning
(Repeat of Session #32)

Wednesday, January 15, 1992

8:00AM - 11:30AM

THE KEYS TO A SUCCESSFUL PRACTICE:

Tuesday, January 14, 1992

8:00AM - 9:40AM

PRACTITIONERS’ ROUNDTABLE I

□
□

41 Investment Planning
42 Risk Management and Insurance Planning

AN EXPERIENCE EXCHANGE FOR:

□
□
□
□

71
72
73
74

Sole Practitioners
Small Firms (2 -10 Partners)
Medium Size Firms (11-50 Partners)
Large Firms (over 50 Partners)

THE PLANNER
PFP CONFERENCE AGENDA AT A GLANCE
AFTERNOON BREAK/EXHIBITORS
3:00 pm - 3:20 pm

January 13
BREAKFAST/EXHIBITORS
7:00 am - 8:00 am
OPENING REMARKS

8:00 am - 8:05 am

PFP Division Update
Stuart Kessler, CPA/APFS
Chairman of the PFP Executive
Committee
8:05 am - 8:25 am

Encouraging Clients To Take Action:
The Art of Implementation
Paul Merriman
8:25 am - 9:45 am

MORNING BREAK/EXHIBITORS
9:45 am -10:10 am
CONCURRENT SESSION (Select one)
10:10 am -11:50 am

11. Real Estate: When Should It Be in
Your Client’s Portfolio?
Richard Wollack

12. Using Advanced Estate Planning
Strategies
Jonathon Blattmachr, Esq.

CONCURRENT SESSION (Select one)
3:20 pm - 5:00 pm

Why Don’t My Clients Hear What I Say
Kenneth Doyle, PhD

32. What’s Hot and What’s Not in
Retirement Planning
James Vaughn

CONCURRENT SESSION
(Select one)
1:45 pm - 3:25 pm

33. Repeat of Session 13

61. Repeat of Session 21

34. Repeat of Session 14

62. Repeat of Session 22

January 14

PRACTITIONERS’ ROUNDTABLE I
(Select one)
8:00 am - 9:40 am

ROUNDTABLE WRAP UP
3:50 pm - 5:00 pm

41. Investment Planning
Roger Gibson, CFA, CFP &
David Hendelberg, CPA/APFS

43. Hot Tips for The 90's: Building &
Expanding a Successful PFP Practice
Lyle Benson, CPA/APFS, CFP &
Howard Safer, CPA/APFS

LUNCH & LUNCHEON SESSION
11:50 am -1:20 pm

44. Legislation & Regulation Issues
Affecting CPA Financial Planners
Phyllis Bernstein, CPA &
Charles DeNet, CPA/APFS

22. Using Economic Cycles to Your
Advantage in Investment Planning
David Smith
23. Repeat of Session 11

24. Repeat of Session 12

64. Repeat of Session 32
AFTERNOON BREAK/EXHIBITORS
3:25 pm - 3:50 pm

14. Asset Allocation: Designing and
Implementing a Diversified Investment
Strategy
Roger Gibson, CFA, CFP

21. The New Wave ofEmployee Benefit
Plans
James Kidder, CPA, CPC

63. Repeat of Session 31

BREAKFAST/EXHIBITORS
7:00 am - 8:00 am

13. Investment Aspects of Insurance
Lawrence Johnston, CLU, ChFC, CFP

CONCURRENT SESSION
(Select one)
1:20 pm - 3:00 pm

LUNCH & LUNCHEON SESSION
11:45 am -1:45 pm

31. Ten Commandments to Building,
Managing and Evaluating a Mutual Fund
Portfolio
Paul Merriman

42. Risk Management and Insurance
Planning
Dirk Edwards, CPA/APFS &
Lawrence Johnston, CLU, ChFC, CFP

The CPA and Investment Advisor
Registration Issues
John R. Perkins, President of the North
American Securities Administrators
Association (NASAA)

54. Helping Your Clients through
Employment Crises
David Kahn, CPA &
Stuart Kessler, CPA/APFS

MORNING BREAK/EXHIBITORS
9:40 am -10:05 am

(Observations from the Practitioners’
Roundtables)
Lyle Benson, CPA/APFS, CFP
Hugh Christensen, CPA
Isabelle V. Curtiss, CPA/APFS
Charles DeNet, CPA/APFS
Dirk Edwards, CPA/APFS
David Hendelberg,CPA/APFS
David Kahn, CPA

January 15
BREAKFAST/EXHIBITORS
7:00 am - 8:00 am
EXPERIENCE EXCHANGE
(Select one)
8:00 am -11:30 am

PRACTITIONERS’ ROUNDTABLE II
(Select one)
10:05 am -11:45 am

The Keys to a Successful PFP Practice
71. Sole Practitioners
Dirk Edwards, CPA/APFS &
Joel Framson, CPA

51. Investment Planning
Roger Gibson, CFA, CFP &
David Hendelberg, CPA/APFS

72. Small Firms (2-10partners)
Darrell Cain, CPA &
Michael Friedman

52. Planning for the Closely Held
Business Owner
Isabelle V. Curtiss, CPA/APFS &
Barton Francis, CPA, CFP

73. Medium-Sized Firms
(11-50 partners)
Lyle Benson, CPA/APFS, CFP &
Howard Safer, CPA/APFS

53. Marketing Your PFP Practice
Hugh Christensen, CPA &
Michael Friedman

74. Large Firms (over 50partners)
Wallace Head, CPA, JD, CFP &
Kevin Roach, CPA

AICPA
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Seeing Throught the Insurance Industry’s
Smoke Screen
Continuedfrom Page 1

Consequently, cash surrender values for a
level premium policy in the early years are
usually zero.
Cost of life insurance ownership is
particularly high with agent-sold policies.
Policyholders who elect to change their
coverage or surrender their contracts in
the early years are penalized through
surrender costs. Back-end loaded policies,
most prevalently used in the insurance
industry, amortize sales and related
marketing expenses by assessing surren
der charges, usually over a period of 10 to
20 years. Considering that only 42% of
insurance policies are in force by the
10th year (see Table 1), over half of all
policyholders already have dropped their
policies.
Policyholders who have surrendered
their contracts in early years will not be
receiving the full cash value, since most
insurance companies surrender charges
still will be in effect.

The Low-Load Advantage
An insurance product is considered

low-load when distribution costs are
significantly reduced if the product is sold
directly to the public with limited advertis
ing or through the fee-for-service financial
advisors. (See Table 2).
Low-load policies eliminate the agent’s
sales commission and most of the remain
ing field and home office marketing
expenses. Although some marketing
expenses still are present in low-load
products, they are substantially less than
those in commission-driven insurance.
Another important benefit of most
low-load life insurance products is the
elimination of surrender charges.
Low-load policies should provide
significantly higher cash value build-up,
lower premiums or both. To demonstrate
how low-load life insurance performs
against a commission-driven life insurance,
refer to the “Actual Case Comparison”
(Table 3). In this case comparison, a lowload universal life policy is compared to a
universal life policy actually issued by a
leading national insurance company. This
comparison is not meant to be used as an
“illustration” game, prevalent in the insur
ance industry. Table 4 is a graph that

The Low Down on Low-Load
Sources of Additional Information on
Low-Load Life Insurance
The National Insurance Consumer
Organization performs rate of return cal
culations for new and existing policies
and acts as a consumer advocate on
insurance related matters. Call 703-5498050 or write 121 North Payne Street,
Alexandria, VA, 22314.
The Investor’s Guide to Low-Load
Insurance Products, by Glenn S. Dailey,
International Publishing Corp., Chicago,
IL, 1990, 507 pg., $ 21.95. This compre
hensive book explains how, what and
where to buy low-load insurance. For
more information, call 312-943-7354.
Direct Marketing Insurance markets
the Low-Load Series for Ameritas Life
Insurance. Call 1-800-800-4171 or write
8400 East Prentice Ave, Penthouse,
Englewood, CO, 80111.
The following insurance companies
offer low-load life insurance products.
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See The Investor’s Guide to Low-Load
Insurance Products for profile of insur
ance companies listed below.
Fidelity Investment Life Insurance
Company................. 1-800-544-8888
John Alden Life Insurance
Company.................. 305-470-3100
Lincoln Benefit Life Insurance
Company.................. 1-800-525-9287
Massachusettes Savings Bank Life
Insurance Company.... 617-938-3500
(Available only in MA)
New York Savings Bank Life Insurance
Company................... 212-356-0300
(Available only in NY)
Pacific Fidelity Life Insurance
Company.................... 319-398-8511
United Service Automobile Association
(USAA) Life Insurance
Company.................. 1-800-531-8000

AICPA

Table 1

Based on 1989 Statistics

shows the direct comparison between
commission-driven life insurance versus
low-load life insurance.

Actual Case Comparison
Information
Company Comparison:
Commission-Driven Insurance
Company (CDIC)
vs.
Low-Load Insurance Company (LLIC)
Initial Death Benefit: $100,000
Insured: Female/Nonsmoker
Age: 49
Premium: $l,260/year (CDIC
recommended payment
plan to age 95)
Date/Comparison: Jan. 1991
Product Comparison: Universal Life
Current Interest Rates:
CDIC: 8.25%
LLIC: 8.25%
Table 2

Distribution Costs
Agent-Sold Versus Low-Load
Agent-Sold

Base Commission
Production Bonus
Expenses Allowance
Override
Recruiting & Training
Office Equipment
Computer Hardware
Proposal Software
Sales Conventions
Benefit Plans
Profit Sharing
Home Office
Marketing

Low-Load

Proposal Software

Home Office
Marketing

THE PLANNER
Acquisition Costs Affect Surrender
Values
Early surrender values can reveal
expenses built into commission products.
This is particularly apparent when com
paring a commission-driven insurance
policy against a low-load insurance policy.
In Table 3, note that at the end of year 2,
LLIC’s low-load surrender value is $2,325,
whereas CDIC’s commissioned insurance
policy surrender value is zero. The
difference between the two life insurance
policies is $2,325; i.e., it is highly probable
that CDIC’s sales commissions and
marketing expenses of at least $2,325 are
still being assessed in the commission-driven
insurance policy.
Sales and acquisition expenses play a
significant role in determining both
short-term and long-term values. In
Table1, 33% of all policyholders have
dropped their coverage by the third year.
These policyholders need to realize that
within the first two to three years, they are
footing the bill to pay for acquisition costs
— the large up-front commission and
marketing costs. After these acquisition
costs have been paid, primarily what
remains are the mortality charges which
do not vary considerably from insurer to
insurer. However, a low-load insurance
policy offers a unique advantage over a
commission-driven insurance policy.
Because there are no acquisition costs
with low-load insurance, a policy’s
cash value can start earning interest
immediately. By purchasing low-load
insurance, policyholders either pay lower
premiums for the same death benefit
protection or accumulate more taxdeferred money.

Table 3

Direct Comparison
Commission-Driven Insurance Company (CDIC)
vs
Low-Load Insurance Company (LLIC)
LUC
CDIC / ILL.
Low-Load / ILL.

Age 65

Year

Annual
Outlay

1
2
3
4
5
10
16
20

1260
1260
1260
1260
1260
1260
1260
1260

Projected Values
Surrender
Death
Value
Benefit

0
0
644
1,353
2,081
7,517
15,278
21,075

100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000

Projected Values
Death
Surrender
Value
Benefit

1,147
2,325
3,573
4,866
6,234
15,148
32,138
48,945

100,000
100,000
100,000
100,000
100,000
100,000
100,000
100,000

(Investment Component)
Difference in
Surrender Values
($)
(%)

1,147
2,325
2,929
3,513
4,153
7,631
16,860
27,870

-%
-%
455%
260%
200%
102%
110%
132%

Result: In this particular case the consumer is able to at least double cash values using
a low-load product, i.e., higher cash value build-up.
Another option available, using a low-load life insurance product is to have
lower premiums.

The Marketplace
Dramatic changes are taking place in
the insurance industry every day. Lowload insurance represents a major,
innovative change. As quoted in
Financial Services, October 29, 1990,
“Interest in these products is coming from
insurance planners, financial planners,
accountants and lawyers who serve as
financial advisers as well as consumers....”
Once your clients know what they
want in an insurance policy, there are
ways to buy it without using an agent and

paying the hidden commissions. Of
course, they cannot compare different
companies’ commissions directly because
the insurance companies do not divulge
them. But your clients should not fall into
the expensive trap of simply buying what
an agent wants to sell to them. Instead,
they should determine how much life
insurance is enough, how long they need
it and what type they need. Then they
should seek a company that sells low-load
insurance directly so they can avoid
commissions. ♦

Table 4

Surrender Values

Other Considerations
Other factors in selecting insurance
products include:
■ The company’s history of interest rate
crediting.

■ The company’s financial soundness
and claims-paying ability.
■ Determination of the proper type and
amount of insurance.
■ The methods of pricing policies (e.g.,
lapse-supported pricing, mortality and
expenses projections, interest rate
enhancements).
■ Investment merits, (e.g., payback period,
internal rate of return, net present value,
net future value, profitability index).
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What You Need To Succeed
Membership in the PFP Division can
make a difference in a highly competitive
business environment. As a member, you
are already familiar with some of the
membership benefits:

available. The Division is constantly
looking for ways to enhance your mem
bership benefits. As a result, you will see
new benefits introduced over the next
twelve months as follows:

■ The three volume PFPManual.

■ Receive guidance necessary in provid
ing PFP services from “Statements of
Responsibilities in PFP Practice.”
Members will have an opportunity to
comment on the exposure draft of
these statements.

■ The Planner.
■ A discount registration fee to the
annual PFP Technical Conference.
■ An intense public relations campaign
to increase the visibility of CPAs as
financial planners and Accredited
Personal Financial Specialists.
■ Legislative support to protect CPAs’
interests and foster a healthy business
environment for financial planning.
■ A toll-free telephone number, 1-800966-PFP9.
As a member, you already realize how
these benefits have sharpened your PFP
skills, helped you serve your clients better
and helped your PFP practice strive
successfully.
But these are not the only benefits

AICPA "The Measure of Excellence"
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, N.Y. 10036

■ Maintain your competitive edge by
receiving three new modules, “Risk
Management and Insurance,” “Tax
Planning” and “Closely-Held Business
Owner.” These modules will provide
you with the latest information, tech
niques and strategies.

■ Make your voice heard in Washington.
Language clarifying the accountant’s
exclusion to address the profession’s
concern with the SEC staff's interpreta
tion of the accountant’s exclusion in
the Investment Advisers Act of 1940
will be communicated to securities
regulators. Also, the AICPA will

“As a PFP Division
member you receive
many unique benefits
to help your practice
thrive and grow.”
continue to monitor and to communi
cate its statement of position on
the financial planning legislation
reintroduced
by
Congressman
Boucher last month. The bill requires
the registration of financial planners
and creates private right of actions for
clients.
■ Promote your PFP practice with new
marketing tools, such as brochures and
speeches. (See page 3 of this issue for
further information.)

Think of what your practice would be
like without these benefits. Think of what
you will miss if you did not renew your
membership this year. Then you will
realize that membership does make
a difference! ♦
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